








































































































































































































































































































































































































Chapter Five: Conclusion and Recommendations

5.4 Grantee Training and Technical Assistance Needs

Although no training or technical assistance was offered to the Nehemiah grantees, two-
thirds of the original sponsors said that fraining would have been helpful to them 1 setting up
their projects and useful in heading off many of the problems they eventually encountered. As
described above, some grantees appeared to misunderstand key Nehemiah rules. Given this,
better communications from HUD, including written communications regarding program
requirements (and possibly an early grantee conference) would probably have been a cost-
effective addition to the program.!? For many grantees, the start-up process took much longer
than necessary, and in several instances caused a loss of momentum in marketing and public
relations.’

Grantees also identified a range of other areas where they would have liked some type
of technical assistance. These included program start-up and site acquisitton, construction
management, marketing techniques, program design, document reviews, financing, and local
codes. Aguadilla and Highland Park (two of the sites that dropped out of the program) wanted
technical assistance in the form of a facilitator to help negotiations between the nonprofit and
the city political structure. For non-programmatic guidance, grantees were urged to seek help
from local sources, ncluding city or county governments, lenders, HUD field offices, and other
Nehemiah partners. This approach seems reasonable, given the diversity of the sites in terms
of sponsor experience and the local conditions in which they worked.

Under the new HOME and HOPE IIT homeownership programs, local governments,
housing authorities and nonprofit sponsors have both more discrefion with respect to program
design, and more responsibility regarding management oversight and the provision of technical
assistance. HUD has already made substantial efforts to provide technical assistance to grantecs
and prospective sponsors, to assure an understanding of program requirements, to identify
program design options, and to iron out difficulties before projects are undertaken. To the
extent that nonprofit sponsors are active participants in the design of local programs, their

understanding of and ability to implement projects will be enhanced. The best example for this

12 Grantees orgamized their own conference, which was held in Chicago on November 4 and 5, 1991, Of
the 50 grantees who were awarded grants over the period 1989, 1990 and 1991, 30 were represented at the
conference. HUD’s attendance, and subsequent issuance of Grantee Letters to clarify regulations, marked a
major turning point in helping grantees get their projects off the ground.
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type of pro-active role among the first-round Nehemiah grantees is afforded by the Enterprise
Foundation 1n Baltimore. Their professional expertise, commitment of resources, and strong
working relationship with the cify at the front end of the project were essential to its successful

implementation.

55 Conclusion

With respect to its primary goal of creating affordable homeownership opportunities,
the Nehemiah program must be tentatively regarded as a success, based on an evaluation of the
12 active first-round projects. This judgment is tentative because only one-third of the total
number of units planned have been produced to date. Those units that have been built, however,
are affordable by a broad spectrum of low- and moderate-income families; minimum incomes
are usually below 50 percent of the local area median income. This is made possible by: (1)
the Nehemiah no-interest second mortgage; (2) substantial contnbutions, both cash and in-kind,
by local public and private donors; and (3) committed nonprofit sponsors determined to adapt
their projects to local circumstances and requirements. '

Compared with other affordable housing programs, Nehemiah seems to be relatively
efficient. The present value of all federal and local subsidies (plus contnbutions) is estimated
to be $29,062 per unit, which is about the same as the estimated per unit subsidy for the Urban
Homesteading program (rehabilitation), but substantially below the estimated per-unit subsidies
for nonprofit rental housing, low income housing tax credits (new construction), and Section 8
certificates and vouchers (discounted over ten years). At the same time, however, 44 percent
of all homebuyers to date are paying less thar 20 percent of their income toward principal,
interest, taxes and insurance. This finding may reflect the "bargains” that are necessary to
attract buyers to these neighborhoods, or the relative difficulty of finding qualified buyers.

Despite this positive outcome, most grantees have experienced considerable difficulty
and frustration with the Nehemiah program—either as a result of administrative requirements or
as a result of design features they found unworkable in practice. The most serious early
problems tended to involve the 25 percent pre-sale provision and the 10 percent downpayment
requirement, both of which were mandated by the legislation. In the former case, the Fowler
Amendment reduced the number of pre-sales required at any one time by allowing sponsors to

meet the requirement in phases. In the case of the downpayment requirement, most sponsors
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have been able to secure first-mortgage financing from state housing finance agency programs
with more lenient downpayment requirements—frequently below 5 percent. In addition, future
problems for homeowners whose properties do not appreciate may be mitigated by the resale
amendment, which provides for sharing sales proceeds between HUD and the sell;ar and
forgiving part of the Nehemiah funds, if necessary.

Several sponsors stated that the administrative burdens and constraints stemming from
the legislation and program regulations were disproportionate to the amount of Nehemiah money
provided. Most sponsors felt that the program should have been more flexible in order to permit
its adaptation to specific local circumstances and target populations. Although sponsors
acknowledge that the Nehemiah funds were essential to their ability to offer affordable
homeownership opportunities, most feel that they could have proceeded much faster with their
programs and achieved a greater number of sales if there had been fewer restrictions. A number
of these organizations have already been designated CHDOs for the local HOME program, and
they are looking forward to the greater fiexibility inherent in the homeownership component of
the HOME program.

Finally, two out of every three sponsors said they would have liked more technical
assistance at the front end of their projects, to resolve design, financing and site control issues
and/or to better understand program rules and requirements from the beginning. They
emphasize the importance of technical assistance both to design better projects and to anticipate
difficulties they might encounter (such as pre-qualifying buyers). Under HOPE III and HOME,
the planning grants available to project sponsors and the technical assistance offered by HUD
will go a long way toward resolving many of the administrative dilemmas encountered under the

Nehemiah program.



. APPENDIX A
DESCRIPTION OF THE NEHEMIAH PROGRAM

The Nehemiah Housing Opportunities Grant Program is designed to enhance
homeownership opportunities in depressed areas, while also stimulafing netghborhood
revitalization and increasing employment opportunities for residents. Created by the Housing
and Community Development Act of 1987, the Nehemiah program was modeled after a
successful low-income homeownership and neighborhood revitalization program that began in
Brooklyn, New York. The New York program used a variety of public and private funding
sources, along with low- cost construction technigues, to produce single family units selling for
$53,500 each. The units were made even more affordable to purchasers through interest-free
second mortgages of up to $10,000 per unit provided by the City of New York.

In the federal Nehemiah program, Congress sought to replicate the Brooklyn project at
a national level, offering nonprofit organizations funding of up to $15,000 per unit that would
be used to provide zero-interest loans to new homeowners. This Appendix provides an overview
of the Nehemiah program. It begins with a summary of the New York experience, followed by

a review of key provisions of the national program.

Al The New York Model

New York’s Nehemiah program was an innovative local response to conditions of
widespread abandonment and demolition in the Brownsville section of East Brooklyn.! By the
early 1980s, Brownsville had become one of the most dilapidated areas in the city. About 9
percent of the housing stock was vacant; half of this was boarded up, the other half in severe
disrepair. Only 5 percent of the standing dwelling units were owner-occupied. The median
household income was less than 50 percent of that of the metropolitan New York area, and about

45 percent of the area’s residents were living below the poverty level—a rate three fimes that

1. The information contained in this section is taken from “The Nehemiah Approach to Homeownership and
Neighborhood Revitalization," Office of Policy Development and Research, Department of Housing and Urban
Development, March 14, 1986,
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of the metropolitan area. Unemployment was two to three times as high as that in the
surrounding city.

In the face of clear need for an inexpensive neighborhood solution, several religious and
nonprofit organizations joined together to conceive and implement the Nehemiah project. In
1980, a group of East Brooklyn churches, with the help of the Industrial Area Foundation (IAF),
started a social action group and began training parishioners in organization, fund-raising, and
recruitment. Out of this activity, East Brooklyn Churches (EBC) became incorporated and grew
into a powerful community organization. In 1982, EBC approached 1.D. Robbins, a retired
builder who had published several articles on revitalizing severely distressed areas using mass
production building techniques to produce affordable ownership housing.

The resulting project—named Nehemiah?—produced 1,250 single-family units at the
Brownsville site. To be eligible to purchase Nehemiah homes, families had to earn a minimum
yearly income of $20,000 and pay a $5,000 downpaymeni on the house. EBC achieved a sales
price of only $53,500 per house through a variety of public and pnivate subsidies, plus the use
of innovative construction techniques. Savings, as estimated by a 1986 HUD review of the
program, included:

¢ Free Land. Vacant lots were sold to EBC for a nominal fee of $1 per lot, saving
the cost of construction-ready land of about $2,000 per unit.

¢ Cost-Cutting Technology and Existing Infrastructure. Animportant feature of the
New York project was cost savings achievable through the concentrated layout of
the project and mass production building techniques. The houses are two-story row
houses built with full block fronts, a design that allows the excavation work for
dozens of units to be completed at one time. Similarly, building components could
be shipped and assembled for multiple units simultaneously. While cost savings
from building efficiencies were not estimated, HUD’s study of the New York
program reports the opinion of the Nehemiah project manager that alternative
building approaches (scattered sites or detached units) would have been prohibi-
tively costly.

In addition to cost-cutting building techniques, the project benefitted from the
special characteristics of the Brooklyn site. In particular, since housing had
already existed on the site, water and sewer hook-ups were already in place. EBC

2 After the Biblical prophet who, in the fifth century BC, reconstructed Jerusalem after the Babylonian
captivity.
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also received a waiver of a city code requirement concerning water and sewer,
saving an estimated $6,000 per unit.

Interest-Free Construction Loan. EBC had set up a five-year, $12 million
revolving loan fund for construction financing. The fund was created from five-
year loans from national religious organizations, and was sufficient to support $100
million in construction over a two- to three-year period. The availability of zero
interest construction financing was estimated to have saved up to $6,000 in interest
cost per unit.

Low Overhead Costs. Overhead costs for the Nehemiah project amounted to about
6 percent of total costs as compared to 20 percent in more typical projects.
Savings in this category included low selling expenses (due to high demand,
advertising was not needed); reduced fees (the architect recerved a fixed royalty of
$150 per house and the builder made a fixed profit of $1,000 per house); and low
transfer costs (for example, mass closings for purchasers were held to keep costs
down).

Together, these savings permitted the homes to be sold at $33,500, compared to an estimated
cost of $73,000 (before land) in the absence of the construction loan fund, efforts to keep

overhead down, and the water and sewer waiver.

Further, to ensure that low- and moderate-income families could maintain their

property, monthly carrying costs to homeowners were kept as low as possible. Mechanisms for

reducing monthly costs included:

Capital Grants. Each family received a $10,000 capital grant loan from the city
that is interest-free and payable when the family, through sale or lease, vacates the
property. According to HUD estimates, the grant saves each homeowner about
$100 per month.

Mortgage Revenue Bonds. The State of New York Mortgage Association
(SONYMA) issued 30-year mortgage financing at 9.2 percent interest, as compared
to an estimated private market interest rate of 12 percent, saving homeowners $79
per month.

Tax Abatement. The City of New York reduced property taxes for Nehemiah
homeowners, for an estimated monthly savings of $85 per unit.

Overall, HUD estimated that the subsidies described above reduced carrying costs on the units

by 38 percent. These savings, combined with development cost savings described previously,

resulted in carrying costs that were roughly half of what they otherwise would have been.
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With the Nehemiah program’s savings, a family making $20,000 a year would spend
28 percent of income on home-ownership costs, as compared to 56 percent of income if
purchasing a home in the private market.> The Brooklyn Nehemiah project is considered to
be highly successful, both in terms of the production of affordable units and its neighborhood
redevelopment impact. Three aspects of the New York model that were thought to contribute
particularly to this success include: (1) the capacity of EBC to package the project, (2) the
availability of cleared iand to support the concentrated building approach used by Nehemiah, and
(3) the demand for ownership housing in the New York market that made the Nehemiah project

attractive to moderate-income buyers.

A2 The National Program: Funding and Status

Using New York City’s Nehemiah program as a model, Congress established the
Nehemiah Housing Opportunity Grant Program under title VI of the Housing and Community
Development Act of 1987. The goals of the program were to increase homeownership among
low- and middle-income households, to improve neighborhoods in cities across the country, and
to increase employment in these neighborhoods.

Since its inception there have been three funding rounds under Nehemiah, providing a
total of $60.2 million in grants to nonprofit organizations. (Grants may only be used to make
loans to low-income families purchasing new or rehabalitated homes, and cannot be used to cover
construction costs.) In the first round of funding in 1989, 15 grantees were awarded $18.9
million, covering a total of 1,321 units. In the second round in 1990, 21 grantees received
$21.3 million to construct 1,437 units. Finally, in 1991, a third and last round of 18 grantees
received $20 million to develop 1,353 homes. The Nehemiah program was canceled after the
1991 round, and no new funding is anticipated. However, activities similar to Nehemiah may
be funded under the HOME initiatives created by the 1990 National Affordable Housing Act.

3. Actual incomes of purchasers ranged from $20,000 to $40,000, with the program median at $23,500. This
compares with a national median of $27,500 annually and a New York City median of $27,200 per year.
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A3 Key Features of the Nehemiah Program

The national Nehemiah program design was faithful in most respects to its New York
counterpar{. HUD provides the interest-free second mortgages simlar to the capital grant
provided in New York. Nonprofit sponsors are responsible for securing all other funding and
packaging the development progrirn. While funds could be requested for up to $15,000 per
unit, organizations were encouraged to minimize federal dollars through competitive funding
. criteria that awarded points to projects that provide the maximum number of units for the least
amount of assistance. In order to leverage state, local, and private involvement, program
regulations forbid the use of Nehemiah grants in conjunction with other HUD subsidies except
for CDBG funds. (However, families purchasing Nehemiah homes may use HUD mortgage
insurance programs.)

Eligible Nehemiah sponsors are nonprofit organizations that can demonstrate the
capacity to carry out the proposed program within a reasonable time period and in a successful
manner. Applicants had to further demonstrate that there was a demand for homes in the area
to be served, that the proposed project was financially feasible, and that the applicant had control
of the proposed site(s). Other key elements of the approach are outlined below.

Land and Other Contributions

As noted above, the Nehemiah program envisioned a mix of funding sources to support
construction of homes and reduce costs to purchasers. HUD’s ranking criteria for the selection
of grantees included factors for nonfederal or private contributions of land and for the extent to
which other contributions were used to reduce costs (for example, discounted surveyor’s fees,
or supplies donated at or below cost). Programs in state-designated enterprise zones received

extra points under the selection criteria.

Eligible Projects

Nehemiah projects are limited to one- to four-unit structures that are newly-constructed
or substantially rehabilitated. Substantial rehabilitation was defined under the program as rehab
involving costs of at least 60 percent of the sales price or the rehabilitation of any vacant,
uninhabitable structure. Proposed ownership types could include condominium or cooperative

ownership in projects of four or fewer units.
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Size of Program

In order to provide for economies of scale and to achieve neighborhood impact
objectives, Nehemiah established a minimum number of homes that an organization must
propose to build or substantially rehabilitate based on the number of dwelling units in the
jurisdiction. In cities with 20,000 dwelling units or less, recipients of Nehemiah funding were
required to complete at least 50 homes. Projects in areas with between 20,000 and 100,000
units were to produce at least 0.25 percent of the number of units in the area. In cities with
aver 100,000 units, the minimum number of homes to be produced with Nehemiah funding was
250. Program size requirements could be waived, however, upon a finding that a program of
the required size could not be supported due to lack of market demand, insufficient available
land, inability to raise sufficient financial contributions, or insuffictent mortgage financing,
Approval of waivers also required findings that the proposed project would result in cost
reductions (economies of scale) comparable to other programs and would still result in overall

improvements in neighborhood quality.

Eligible Areas

Eligible areas for Nehemiah funding were limited to neighborhoods or census tracts
where median family income did not exceed 80 percent of the area median. Area median was
to be established on the same basis as for the Section 8 program. Neighborhoods smaller than

census tracts could be proposed with adequate justification for income estimates.

Concentrated Improvements

The program could be located in a single neighborhood or in up to four separate
neighborhoods, as long as the units were located on contiguous parcels of land. To pursue the
program in multiple neighborhoods, applicants had to show that suitable land m a single
neighborhood was not available at a reasonable cost, that the program would still result in
economies of scale comparable to other programs, and that the program, along with other
contemplated neighborhood improvements, would result in substantial improvement and long
term viability of the neighborhoods.

For the purposes of the program, the term "contiguous" was given special meaning.

Contiguous parcels included those that abutted or were divided only by natural or man-made
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boundaries (such as streets or rights of way), or "closely-located” parcels. The latter included
sites where the majonty of homes abutted or were divided by natural or man-made boundaries
or by a small number of lots, and the remainder were separated from the primary parcel by less

than two city blocks.

Construction Standards and Cost

Homes constructed or rehabbed under Nehemiah were required to meet applicable local
building codes and HUD energy performance standards. In addition, sponsors were expected
fo incorporate cost-saving technologies or mass production building techniques in order to reduce
the sales price of the house. Efficiencies in construction were encouraged through competitive
criteria which provided points for projects that reduced per square foot construction costs below

the average costs for the area.

Presale Requirements

In order to assure that the proposed programs were marketable, the Nehemiah statute
required that prior to construction, 25 percent of the planned units be contracted for sale and
purchaser downpayments received. Programs could, however, construct a limited number of
model or display homes. Display homes were limited to 5 percent of the total number of units
or three homes for a program of under 60 units.

The 25 percent presale requirement proved especially difficult for grantees to meet, and
in fact, several of the first round grantees mmsunderstood (or ignored) the requirement,
completing an initial phase of units without the required number of presales. In 1991, an
amendment (known as the Fowler Amendment) was passed which eased the presale requirement
somewhat by allowing grantees to begin the construction of units when 25 percent of the umts

in a phase...consisting of at least 16 homes were presold.

Eligible Buyers
Eligible purchasers of Nehemiah houses were first time homebuyers (defined as
households that had not owned a home within the previous three years), whose incomes at the

time of purchase did not exceed the local area median income or the national median income,
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whichever is higher. Grantees could, however, request a waiver 1 order to permut up to 15

percent of the households to have incomes of between 100 and 115 percent of the area median.

Downpayments .

In order to encourage savings, the Nehemiah statute required that purchasers make a
standard downpayment of 10 percent of the sales price. The regulations also precluded a
government entity from assisting a family in making the downpayment. However, in order fo
make the program more affordable, cash contributions for settiement costs could be included in
the required 10 percent. Also, where a state or local government provided the mortgage

financing and required a lower downpayment, the lower amount would prevail.

Repayment

The terms of the HUD second mortgage required repayment of the loan if the family
sells, leases, or transfers any interest in the property. Refinancing will also trigger repayment
if the refinancing involves an equity withdrawal. In cases of undue hardship, however, the
regulations permit HUD to approve sale, equity withdrawal, or transfer without repayment. This
provision was intended for cases in which the proceeds of the sale were insufficient to repay the
loan in full. However, uncertainty surrounding this provision led in 1992 to a second
amendment to the program statute. Specifically, Section 183 of the Housing and Community
Development Act of 1992 added a "homeowner mcentive” under which sale proceeds remaining
after repayment of the first mortgage and the homebuyer’s downpayment would be shared
between HUD and the seller until the Nehemiah loan was fully repaid. Where proceeds were
insufficient to repay the Nehemiah loan in full, the remaining mortgage would be cancelled by
HUD.

While Nehermmah is first and foremost a homeownership program, neighborhood goals
also figured highly in the design. Neighborhood improvement objectives are seen in the
requirements for concentrated improvements as described above. Additionally, project selection
factors favored programs located in blighted areas, as evidenced by physical conditions,
unemployment rate, median income, and crime rate. Finally, project sponsors were required
to identify—and HUD considered as a selection factor—the extent of neighborhood resident

involvement in the program. Such involvement could include resident employment in the
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construction of the homes and/or participation in an advisory role or in related neighborhood

improvement activities.



APPENDIX B

THE NEHEMIAH HOUSING OPPORTUNITIES PROGRAM
BALTIMORE, MARYLAND

B.1 Introduction and Overview

The Nehemiah project in Baltimore provides an example of how the national Nehemiah
Housing Opportunities Program can work when community actors, a sophisticated nonprofit
developer, and city and state officials team up to produce an affordable homeownership project.
Under the program, 283 new townhouses have been built in two adjoining neighborhoods, and
an additional 17 units have been rehabilitated. At 300 units, the Baltimore project is the largest
of the 15 Nehemiah projects funded 1n 1989, and is the first to be completed.

The Baltimore project is located in the Sandtown-Winchester and Penn North
neighborhoods, an area of Baltimore that offered both the largest available parcel of land for the
project and some of the worst housing and social conditions in the city. Once a center of
African-American neighborhood and cultural life in Baltimore, Sandtown went into decline
during the 1960s when the civil rights movement made 1t possible for many residents to move
to other parts of the city. Houses that had been owner-occupied became rental units, and the
neighborhood deteriorated steadily, By the time of the Nehemiah application in 1989, nearly
half of Sandtown’'s residents lived in poverty, 45 percent of the families received public
assistance, and only 18 percent of the area’s housing units remained owner-occupied. Since
most of Baltimore’s neighborhood improvement activity during the 1970s and 1980s had been
focused in other parts of the city, Sandtown-Winchester was a priority area for any new city
revitahization efforts even before the Nehemiah program was begun.

Financing fo build the Nehemiah umts came from a variety of sources, including: low-
interest city loans; city contributions of land, infrastructure and site improvements; an interest-
free construction loan from a coalition of area churches; and smaller contributions from one of
the project sponsors (the Enterprise Foundation) and a local utility. All told, this support
enabled the project sponsor to lower the sales price of the units from roughly $88,500 (total
development costs) down to $62,500. From the buyers’ perspective, the units are an even
greater value, since only the first mortgage ($37,500 from the state housing finance agency)

requires monthly repayments. The remainder of the purchase price is covered by the deferred,
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zero-interest Nehemiah second mortgage ($14,000), a forgivable third mortgage from the city
($6,500), and aity grants to cover downpayment and closing costs.

The Baltimore Nehemiah project was completed in the summer of 1993, approximately
three-and-a-half years after the HUD grant was awarded in fall of 1989. Af the present time,
the units appear to have had an important impact on the perceptions of neighborhood residents
about the potential for neighborhood restoration, even though there is plainly still a long way
to go. The pastor of the neighborhood’s 105-year-old Catholic church and school feels that the
project’s impact extends beyond the immediate neighborhood, encompassing families who have
moved away from Sandtown but retain a connection to it. He believes Nehemiah would
currently rank as one of the top sources of pride among the city’s African-American community,

In addition to changing expectations about the neighborhoods’ future, the Nehemiah
project has introduced several hundred new, working families into the area, many of whom are
extremely concerned about neighborhood conditions and appear strongly motivated to work for
increased security, sanitation, and housing rchabilitation. Despite having a substantial visual
impact on the blocks where the Nehemiah units are located, however, the development is clearly
only a fragile first step—one that could be overwhelmed if additional development and
improvement is not undertaken fo support and strengthen the Nehemiah foothold. In recognition
of this fact, and to test more holistic approaches to neighborhood development, the Sandtown
neighborhood is currently the focus of an unprecedented “neighborhood transformation” project,
a joint nitiative of the city and the Enterprise Foundation, for which the planning stage has just
been completed.

This report is intended to document the Nehemiah project in Baltimore, with special
attention to the actors and orgamzations that produced the Nehemiah project (and are now
engaged in its reinforcement and expansion) and to the beneficiaries of the Nehemiah grants—the
300 homebuyers who purchased the units. The report is based on documents obtained from the
project sponsors, plus interviews and other field data collection conducted in March 1992 and
again in September 1993, During the second site visit, four focus group sessions were held.
Three of these were with groups of Nehemiah purchasers, and one was with other residents of
the Sandtown and Penn North neighborhoods.

This report is organized into six sections. Section 2 focuses on the entities that

conceived and carried out the Nehemiah project; it provides information on the roles,
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motivations, and perspectives of each. The section also addresses the role of neighborhood
organizations and other actors in the Neighborhood Transformation de.monstration now
underway. Section 3 focuses on the features of the Nehemiah project itself, including a
description of the site, the units, the process of construction, project financing arrangements, and
an assessment of property values and unit affordability. Section 4 focuses on the sale of the
Nehemiah units, specifically the marketing approaches used, applicant selection and processing
steps, and the demographics of the homebuyers. Section 5 presents viewpoints on the program
from the perspective of its immediate beneficiaries (based on the homebuyer focus groups) and
from the perspective of other neighborhood residents.  Finally, Section 6 concludes with an
assessment of the program in terms of potential impacts on the neighborhoods. This section also

incorporates sponsor recommendations on the HUD Nehermah grant program,

B.2 Project Participants and Roles

A variety of governmental and non-governmental actors participated in the Baltimore
Nehemiah project.  Two nonprofit organizations—BUILD, a coahition of Baltimore churches,
and the Enterpnise Foundation—joined forces to sponsor the project. Various offices of the city
of Baltimore made very substantial commitments to the project  terms of financing, la;nd,
infrastructure, and processing. Other governmental actors included Maryland’s state Community
Development Adnunistration (which provided low-interest first mortgage loans for the
purchasers) and HUD (which provided the deferred payment Nehemiah second mortgages). Two
neighborhood associations, Sandtown-Winchester Improvement Association and the Penn North

Community Association, also participated in the project.

Origins of the Nehemiah Project

The Baltimore Nehemiah project was spearheaded by BUILD, a coalition of 45 churches
and one umon that operates citywide in Baltimore. Organized in 1977, BUILD is affiliated with
East Brooklyn Churches (EBC), the sponsor of the Brooklyn Nehemiah project that produced
1,250 units 1n a devastated section of Brooklyn, New York and served as the model for the
national Nehemiah legislation. BUILD 1s also a member of the Industrial Areas Foundation
(TAF), which is a national network of church and labor orgamzations, all of which have as their

primary focus grass roots organizing and empowerment of poor, working- and middle-class
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communities. Churches have become increasingly important 1 the IAF movement, due to their
physical location in such communities and their resulting institutional self-interest in the health
of these areas. h

Prior to 1987, much of BUILD’s activity in Baltimore focused on the issues of redlining
and school reform. However, in 1987 the organization began to focus on housing issues. Their
interest was spurred by increasing residential abandonment in the city, by the central role of
boarded-up and abandoned buildings in the expanding crack trade, and the absence of federal
funding to fight deterioration. As part of its 1987 convention, BUILD adopted a city-wide goal
of producing 1,000 units per year of owner-occupied housmg—an agenda that was ultmately
embraced by then mayor Clarence Du Burns, as well as by mayoral candidate (and successor
to Du Burns) Kurt Schmoke. BUILD also began to investigate the Brooklyn Nehemiah housing
model developed by EBC. Several visits to Brooklyn were arranged for Jocal community
members and political leaders, and BUILD helped lobby for the national Nehemiah legislation
that passed in 1987,

Through 1988 and 1989, BUILD held a series of meetings with Mayor Schmoke and
his staff, as well as with Governor Schaefer, to develop a Nehemiah plan for Baltimore and to
solicit funding commitments for the project. Based on the work of an in-house city task force
set up specifically to explore options for the project, the Mayor agreed to participate and
identified Sandtown-Winchester as the target site. The package included city donations of land
and sife work, as well as a large city commitment for development financing. Permanent
financing was to come from the state’s housing finance agency. For its part, BUILD was
required to raise $2.2 million to assist in construction.

According to Father Robert Kearns of St. Peter Claver Church, BUILD’s fundraising
strategy began with an agreement that the Catholic, Jewish, and Protestant communities would
each commit to raising a third of the funds. Within the Catholic community, for example,
$300,000 came from the Archdiocese and the remainder was raised from Catholic institutions
such as hospitals and colleges. All funds were contributed in the form of zero-interest loans that
would be repaid in seven years or on completion of the project. According to Kearns, BUILD
made a deliberate decision not to approach foundations for the money, but rather to raise it from
constituent instifutions. The appeal was based on the self-interest of the institutions, ail of which

would benefit from the renewed vitality of the city and its neighborhoods. The fundraising
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strategy also reflected a BUILD organizing principle whereby "community nfrastructure” 1s
created by binding parties together in mutually supporting activities. ) For example, a local
hospital that was asked to contribute was also asked for a list of employees that lived in the
Sandtown neighborhood, several of whom ultimately became Nehemah purchasers.

Once BUILD received the necessary funding commitments, it convinced the Governor
to commit a total of $11 million for mortgage financing and also asked the Enterprise Foundation
to serve as the project developer. Throughout 1988, James Rouse of Enterprise had been
working with local nonprofits in Baltimore and also talking with public officials about initiating
large-scale neighborhood revitalization efforts. BUILD approached Enterprise to serve as project
developer for Nehemiah because Enterprise would bring the project considerable credibility on
the construction and management end, and also because Enterprise’s social mission appealed to
BUILD. Jim Rouse also had good connections with several BUILD founders. The involvement
of the Enterprise Foundation was also viewed favorably by the city, which at that time was
working with Enterprise on a structured UDAG-funded homeownership project in another part
of Baltimore.

The final piece of the Nehemiah financing puzzle was the $4.2 million commitment of
Nehemiah funds requested in the August 1989 application to HUD. It is important to point out,
however, that the other commitments were made long before the request for federal funds, and
that all of the planning (including the invoivement of the Penn North and Sandtown-Winchester
neighborhood associations) had already been completed. As early as March 1989, the city and
local partners held a rally to publicly celebrate these commitments. According to Kearns, if the
HUD Nehemiah grant had not been awarded, another source of funding would have been found

to carry the project forward.

Implementation Phase

To actually produce the Nehemiah units, in 1989 Enterprise and BUILD formed a new
nonprofit, Enterprise Nehemiah Development, Inc. Enterprise continues to have a controlling
interest in this organization and serves as the developer and managimng partner. The board is
composed of five representatives from the Enterprise Foundation and four from BUILD.
Currently, five of the nine members are neighborhood residents. Although the Enterprise-

Nehemiah entity was formed specifically for the Nehemiah project, now that the development
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is complete, both BUILD and Enterprise representatives have indicated that additional projects
may be undertaken under the Enterprise Nehenmah name.

Of the two partners, the Enterprise Foundation brought extensive housing experience
and development capability. Enterprise had built or sponsored the development and
rehabilifation of over 8,000 low-income units nationwide; by 1989, 1t had completed more than
406 units in various parts of Baltimore. Enterprise maintains a staff of approximately 150
persons, including experienced development and financial personnel. The project manager for
Nehemiah was Chickie Grayson. With approximately 25 percent of her time committed fo the
project, Grayson managed the overall effort (including financing, city relationships, construction
progress, and sales). Sharon Grinnell, Grayson’s assistant, worked closely with the city and
state monitoring the progress of the permanent mortgage loan processing in order fo assure that
buyers would be ready to move in when the units were completed. Either Grayson or Grinnell
visited thé' Nehemiah construction site every day. ,

With three member churches located in Sandtown, BUILD provided an essential link
to neighborhood residents, as well as all-important financial support. While Enterprise handled
physical aspects of the construction, BUILD considered its mission to build the social
infrastructure of the community. For Nehemiah, this included arranging for homebuyer training
and providing ongoing support for the newly forming homeowners’ associations.

Several other participants were involved in the day-to-day implementation of the

Baltimore Nehemiah project, including:
* Ida Wyatt of Homecoming Realty, who marketed the units and pre-screened
buyers;
* Rose McCoy, hired by BUILD to provide homeownership courses;
¢ A consortium of builders (Ryland Corporation, Streuver Brothers, and Eckles and

Rouse) who managed the preparation, delivery, and assembly of the modular
townhouse units on a fixed-price basis;

+The city's CDBG rehabilitation office, which more or less independently completed
the 17 rehabilitation units, while Enterprise focused on the new construction units;
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¢ City staff responsible for processing the state Community Development Adminis-
tration loans;! and

* Representatives from the city offices of transportation, public works, and housing,
who met on a bi-weekly basis, both with Enterprise staff and as an in-house task
force, to keep the program on track and help guide it through the city bureaucracy.

According to Grayson, Enterprise’s project manager, one of the keys to completing the project
was the city’s commitment not only to financing but also to making the project a priority in
terms of inspections, approvals, and other necessary steps. City staff agree that the project was
atypical—and recetved priority treatment—due to its size, the amount of city money involved,
and its wisibility in terms of the commitments made by the Mayor and the city’s religious

leaders.

Role of Neighborhood Organizations

Neighborhood representation and community input for the Nehemiah project came from
two pre-existing neighborhood organizations, the Sandtown-Winchester Improvement Association
(SWIA) and the Penn North Community Association. The two groups are CDBG-funded
neighborhood organizations created in the late 1970s and early 1980s, respectively. SWIA is
the larger and more active of the two. A number of SWIA staff had been frained by the city
as housing counselors; as a result, SWIA was asked to participate in the counseling of
homebuyers as well as to help Enterprise with marketing efforts. SWIA has a subsidiary (the
Sandtown-Winchester Development Corporation) that had previously rehabilitated 11 rental units
in the neighborhood. SWIA was also a partner in the development of approximately 50
cooperative and condominium units, and had lobbied for other projects including a 120-unit
senior building, scattered-site public housing rehabilitation, and several conversions of school
buildings into elderly housing. Prior to Nehemiah, the Penn North Commumty Organization
had played primarily an advocacy role.

The two neighborhood organizations participated in Nehemiah both in a general

advisory capacity {e.g., consultations on unit design and the locations of the renovated units) and

1. The city packages the loans and does all of the credit checks After the loans pass the city’s review, they
are sent to the state for underwriting and final approval A local bank disperses the funds for the CDA.
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also in the marketing of the umts. (As mentioned above, SWIA also provided homebuyer
counseling.)

Both community organizations were supportive of the project and were involved in its
progress. However, neither played a primary role in Nehemiah. All of the parties admit that
among the nonprofits, there is a certain amount of institutional jealousy surrounding the
Nehemiah project. SWIA, in particular, had already completed some rehabilitation in the
community, had lobbied hard for development of the Nehemiah site, and understandably wanted
recognition for its work. The level of orgamzational friction appears to have increased in recent
months, as the new Nehemiah homeowners have now formed their own homeowners’
associations to represent their interests. Finally, the Sandtown neighborhood has now become
the focus of a massive revitalization planming effort (the "transformation project”), which will
be described below. SWIA has been a participant in that process, but it is likely that at least
two new nonprofit entities will be created as a resuit—a nonprofit center for housing
development and a new partnership ennity to lead and manage the larger transformation effort.

There was also an apparent problem around neighborhood representation early in the
Nehemiah project. This was largely due to turnover among the board of the Penn North
Community Association, resulting in the election of a new chairperson and several other board
members who were less supportive of the project than their predecessors. The new players were
particularly concerned that the modular construction technique used in the project would limit
the number of jobs for neighborhood residents. Two Penn North residents sent a letter to HUD
Secretary Jack Kemp complaining that the community had not been involved in decisionmaking
for the project, raising the jobs issue, and questioning the selection of the construction
contractors. These issues were ultimately resolved, but the letter cost the project a six-month
delay.

Despite some friction, the wider community has always demonstrated fundamental
support for the Nehemiah project. According to Ella Johnson, SWIA’s President, "All of the
people 1nvolved wanted it to work. The neighborhood wanted 1t—wanted a project geared to
low-income people and wanted CDBG money uvsed for this. The churches did their part. So
did elected officials."
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New Actors and Organizations in Sandtown

The Nehemiah project has resulted in the creation of two new local community
organizations—the homeowners’ associations at Sandtown and Penn North. As noted above,
there is acknowledged tension between existing residents and the new owners. Some longer-term
residents accuse the newcomers of "acting superior." The creation of separate homeowners’
associations has tended to reinforce the appearance of aloofness and has raised fears that the new
owners will only be concerned about what happens on their own property. Some longer-term
residents also believe that the Nehemiah units should have been reserved for neighborhood
residents rather than sold to "outsiders." However, at the time the units were marketed, very
few neighborhood people applied—despite concerted efforts by SWIA—and the lists filled up
rapidly with others. Once the units were under construction, according to Johnson, "they began
to see it and believe it," but it was then too late. As a measure of this change in aftitudes,
SWIA members point out that, if the units were being marketed today, neighborhood people
would sign up readily.”

However, it 18 important not to overemphasize the tension between new and older
residents. As Johnson points out, many of the new homebuyers do participate in various SWIA
activities. BUILD, for one, actively supports the development of the new homeowners’
associations and 1s working with them. As revealed by the homebuyer focus groups conducted
for this study, the homebuyers have many concerns in common with other residents—particularly
drugs, crime, and abandoned buildings—but have a slightly different perspective on the problem
(and perhaps less tolerance for it), since the majority have moved to Sandtown from generally
safer and less deteriorated neighborhoods. BUILD acknowledges that its agenda from day one
was to use homeownership as a device to orgamze people—to control how the community is
policed, to bring in commercial activity, and to empower the neighborhood to create change.
Some of this change appears to be happening already. Homeowners believe that their efforts
and complaints are beginning to have an effect on the police; a station is now located in the
neighborhood. There is also some evidence to suggest that crime rates have decreased over the

past year (see Section 6). However, both longer-term and new residents agree that the 300

2 Euterpnse staff indicated that 1n order to address this concern, units in the last phase of the development
were held open specifically for neighborhood residents
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Nehemiah units are simply not enough. Both groups are pushing for an immediate and sizable

expansion of rehabilitation activity.

Future Directions

Since 1990, the Sandtown neighborhood has become the focus of an ambitious plan for
"neighborhood transformation,” including initiatives in housing, education, human services,
health care, public safety, and employment. While separate from Nehemiah, the effort brings
together many of the same parties (city government, the Enterprise Foundation, a.nci residents)
and builds on the Nehemiah foundation, The transformation effort, now known as Community
Building in Partnership (CBP), was the initiative of the Enterprise Foundation to simultaneously
transform all of the dysfunctional conditions in the neighborhood and to demonstrate the
feasibility of a holistic approach for urban revitalization.

Launched in 1990, CBP has been guided by an Advisory Committee composed of
Enterprise, city officials, residents, and community leaders. Enterprise has provided a project
coordinator to work on key tasks, and the city has provided a cabinet-level city official who
operates out of an office 1n a renovated townhouse in Sandtown and manages the organizing and
planning effort. Seven community advocates were hired to assist with special projects and keep
the community involved. A total of 19 community residents are on the CBP staff.

Much of the 1nitial work of the project has focused on planning. This began in October
1990 with an eight-month community planning effort both to identify needs and to develop a
vision for transformation in eight focus areas (physical development, health care, education,
family development, substance abuse, public safety, community pride, and employment/
economic development.) This was followed by six months of work by design clusters (involving
professional coordinators, residents, and national experts) whose task was to develop specific
programs and steps for achieving goals in each area.

The result was "A Proposal to Transform the Sandtown-Winchester Neighborhood,"
which was approved by the neighborhood and submitted to the mayor at a March 1993
celebration of the conclusion of the planning process. However, the mayor surprised those in
attendance by announcing his own goal of renovating all of the neighborhood’s vacant housing
(some 670 properties) within a year’s time—a substantial acceleration of what the community

had proposed. In the housing area, the plan calls for the creation of a new, nonprofit
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Neighborhood Development Center to assist in development and to assemble financing for the
rehabilitation. Over five years, a total of 3,400 umts are to be treated, requiring both a massive
investment of funds ($170 million is the rough estimate)} and a "major player” to handle the
development. The larger transformation effort is to be implemented by another new nonprofit
{CBP), which will take over management from the Advisory Committee.

As of September 1993, the CBP initiative is only just moving into the implementation
phase. Financing plans for the renovation of all 670 vacant buildings by March 1994 are not
fully worked out. However, city officials are in the process of packaging the properties into
development projects. At this point, 300 units are slated for renovation and homeownership
(100 to be done by the Enterprise Nehemiah entity and 200 by others); 225 more are to be
renovated as rentfals using a state rental program; and roughly 140 unifs will be demolished.
The city will be the major funding source for this work, but at an estimated cost of $60 million,
other government commitments, including HUD funds, will need to be raised. Although it is
unlikely that significant rehab will be undertaken in time to meet the mayor’s March 1954
timeline, it is hoped that the city will at least have control of all the properties by then. All
methods are being considered, including condemnation, tax sales, and receivership.

For its part, BUILD participates in CBP; however, according to Father Kearns, it 1s
more of a silent partner n the planning activity. Kearns expressed some concern about the
multiplicity of entities proposed under CBP and the possibility of wearing people out with such
an ambitious agenda. At the same time, BUILD members are actively pursuing the continuation
of the Nehemiah approach, and they hope to provide additional tangible results by renovating
another 300 units for homeownership. To this end, BUILD has asked its initial funding sources
to allow the loans to remain outstanding until May 1997 (the original terms were until 1997 or
completion of the project). So far, it appears that as many as nine out of ten of the original

funding sources will stay .

B.3 The Nehemiah Project

Site Selection and Acquisition
The Sandtown-Winchester neighborhood 1s a 72-block section of West Baltimore with

a current population of just over 10,000 persons. The smaller Penn North neighborhood is
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adjacent. Some 12 percent of Sandtown’s housing units were estimated to be vacant and
abandoned at the time of the Nehemiah application in 1989. Many more were in deteriorated
or dilapidated condition. Even today, a drive through Sandiown, including the immediate
Nehemiah neighborhood, reveals severe deterioration, large numbers of boarded-up properties,
a great deal of trash and htter, and other signs of general decay.

Social conditions in Sandtown are similarly bleak. Once the home of Baltimore’s
Afnican-American professional class, Sandtown’s homeownership rate was about only 18 percent
at the time of the Nehemiah application. The average income is currently about $11,500.
Nearly 50 percent of residents are living in poverty; over 40 percent of households have no
earnings; and the unemployment rate is 22.1 percent. Crime and drugs are major problems.

By all accounts, 1t was the city government that selected Sandtown as the site for the
Nehemiah project. Having made relatively little investment in the area 1n the 1970s and 1980s,
the city had made Sandtown a priority target area by 1987, and was already working with
CDBG-funded resident groups to acquire properties, including the site of a former bakery that
was one of the few vacant parcels large enough to meet the Nehemiah program’s size
requirements. BUILD was happy with the neighborhood selection, since three of its churches
were located in the neighborhood. The city provided all of the parcels (valued at $966,000) to
the project for $300. The city also provided $1,859,300 for demolition and $5,706,300 in public

improvements to build the infrastructure of streets, sewer, and water lines.

Project Characteristics and Construction Process

The Baltimore Nehemiah houses are unique in the Nehemiah program. The 283 new
units are row houses with a brick veneer and stoop that fit well with the traditional Baltimore
row houses prevalent in the neighborhood. The new units are modular and were constructed in
a factory north of Baltimore. The modules come to the site in four boxes, to be put together
as a two-story row house. The wiring, plumbing, and most of the fixtures are in place when
the modular umts are delivered to the site. The housing 1s placed on a concrete-block masonry
basement and foundation with a crane. Each house has a fully-insulated basement with a furnace
and hookups for another bathroom and a washer and dryer. The umts have three bedrooms and

two baths on the second floor; a living room, kitchen, and dining area are on the first floor.
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The fronts of all units and the sides of end units are brick veneer. The back of the units have‘
aluminum siding that looks like wood. Each lot has a fenced backyard.

In addition to the new units, 17 rehabilitated units have been compieted by the city.
This activity was completed independent of the Enterprise work and done early in the process,
in order to provide a sense of progress and momentum. The rehabilitated homes are larger
(1,868 sq. ft.) than the new modular units (1,600 sq. ft.).

The contractor that produced the new units was a joint venture of Ryland Corporation,
Streuver Brothers, and Eckles and Rouse, selected by Enterprise through a competitive bid.
Under the fixed-price contract, Ryland handles the house construction and Streuver Brothers
does the site work and foundations. (Ryland recently changed its name to Regional Building
Services.) Given the security problems in the neighborhood, Enterprise needed to coordinate
construction carefully with the approval of loans, so that the units were not vacant for more than
ten days. Although the builder says he could deliver and complete the units twice as fast, the
pace of the loan approval process determined the construction schedule. It generally took
Ryland seven weeks to prepare the units for occupancy after they were delivered to the site.

The fixed-price contract helped keep construction costs down. Also, Enterprise held
weekly progress meetings on the physical construction and bi-weekly meetings on construction
costs. The units were inspected by a number of parties. Enterprise inspected individual units
three times, including a walk-through with the homebuyer six months after the sale. The city
inspected each unit twice, and the state used a third-party engineer to inspect the modular units
at the factory. Ryland also had a quality-control inspector who examined the units as they were
constructed on the site.

Several cost-saving techniques were used in the construction. Overall, the modular
housing technique does not save much, if anything, over traditional stick-built construction costs,
but it does save interest charges as well as security costs, since the houses can be locked up and
secured immediately after delivery. Cost-saving design features included placing both bathrooms
on the second floor, designing low-cost front stoops and back porches, and value-engineering
the wall finishing. The value-engineered wall finishings were designed to be installed n the
units with little Iabor; they also require only limited maintenance by the homebuyer. The units
were designed to high energy-efficiency standards, with high R-value insulation in the walls and

ceiling, and energy-efficient windows and doors.

B-13




Appendix B. Nehenuah Housing Opportunities Program, Baltimore, Maryland

Project Financing

The Baltimore project involved a large mumber of funding sources and substantial
project subsidies. As noted earlier, the subsidies lowered the sales price from roughly $85,500
{(based on the cost to complete) down to $62,500. The city of Baltimore made a major

commitment to the project, providing over $24 million in loans and contributions as follows:

Land writedown $ 966,000
Grants:
Demolition (CDBG) 1,859,300
Infrastructure 5,706,300
Construction loans:
CDBG 1,890,000
Community Development Financing Corp. 13,289,405
Waived fees and permits 337,620
Other in-kind contributions 73,500
Total 24,122,525

The bulk of the construction financing ($13 million) was provided by the Community
Development Financing Corporation, a quasi-governmental entity, at 10 percent interest. This
was a Tevolving loan that was recycled several times over the construction period, with only $6
million permitted to be outstanding at any one fime. According to city officials, the size of the
project required CDFC financing to supplement block grant funds. CDBG funds were also
supplemented by a Section 108 loan (secured by the city’s CDBG allocation) for $5.7 million,
to cover infrastructure costs.

In addition to the city contributions, private sources also contributed to the project. A
local utility company, Baltimore Gas and Electric, provided free conduits and hookups at an
estimated value of $252,063; and BUILD provided $2,180,000 as an interest-free loan. Inital
working capital was provided from two $175,000 loans (from Enterprise and the city), which

were then repaid as other financing became available,
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The various sources of funds are shown in Exhibit B-1. These cover the full 300-unit
project, including both the new and rehab units, and total $26,554,588 {or _$88,5 15 per unit).
Exhibit B-1 also shows uses of funds for the project, organized into two categories: (1) out-of-
pocket expenses for building and marketing the modular units; and (2) contributions, including
both grant-funded work (such as rehab and infrastructure improvements completed by the city)
and in-kind contributions (such as the value of donated land and waived permuts and fees).

Total project costs, as shown in Exhibit B-1, are based on the original project pro
formas plus discussions with the grantee. Unfortunately, the final cost certification for the new
construction portion of the project has not been completed. However, Enterprise staff indicated
that the overall project should come in slightly under the original budget. City data for the 17
rehab units (hard costs only) show final costs of $1,325,182. This 1s comparable to $1,366,553

for structures and land impfovements shown in the original Nehemiah rehabilitation budget.

Sales Prices, Market Values, and Affordability

The sales price for the Nehemiah units 15 $62,500, an amount that does not fully cover
the costs of construction, site development, marketing, and project management. As described
ahove, full project costs are roughly $88,500 per unit. Thus, the initial writedown to the new
owners is about $26,000 per unit, most of this provided from city funds. Additional subsidies
in the form of silent mortgages and closing cost assistance bring the first mortgage down to
$37,500.

Although market values are hard to determine in the Nehemmah neighborhoods, they
appear to be just over the amount of the first mortgage. The Penn North units were appraised
as a block for a value of $40,000 each, while the Sandtown-Winchester units were appraised as
a block for $48,700 each. A local realtor estimated in 1992 that houses in the neighborhoods
sold for $50,000 to $60,000. There are no new construction comparables in Sandtown-
Winchester or Penn North to use as a guide. However, stmilar units in other neighborhoods
such as East Baltimore sell for around $65,000.

From the perspective of the homebuyers, however, market values do not seem to be
very important. In focus group sessions, purchasers indicated that they were primarily attracted
by the low carrying costs (typically lower than their previous rents) and what they perceived to

be their only chance to own a home. Future values were of far less concern and would depend
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EXHIBIT B-1

SOURCES AND USES OF FUNDS
Part 1: Sources of Funds

Type Source Amount
Private Grants
BMIR loans BUILD zero-interest construction loan $2,180,000
Market loans CDEC construction lean at 10% 13,289,405
Public Grants CDBG (Section 108) land improvements 5,706,300
CDBG demolition 1,859,300
BMIR loans CDBG zero-interest construction loan 1,890,000
Other Downpayments
Sales proceeds
Other
Other
Value of Land City land donation 966,000
in-kind
contributions | OHer BG&E utility development 252,063
Other Waived fees, $377,620; in-kind, $73,900 411,520
Total sources of funds $26,554,588
" Number of units 300 ||
ﬂ Total per-unit sources $88,515 ||
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EXHIBIT B-1 (CONTINUED)

SOURCES AND USES OF FUNDS

Part 2: Uses of Funds

Out-of-Pocket Grants and

Category Cost Contributions Total
Site acquisition $300 $966,000 $966,300
Land improvements (city + BG&E) 0 5,958,063 5,958,063
Offsite

Demolition 0 1,859,300 1,859,300
Coustruction (structures) 14,684,205 73,900 14,758,105
Construction period financing charges 125,500 125,500
Other construction period charges 361,200 337,620 698,820
Legal, organizational, marketing costs 1,503,500 1,503,500
Other 10,000 10,000
Fee 675,000 675,000
Total development cost $17,359,705 $9,194,883 $26,554,588
Number of units 300 300 300
Total cost per unit $57,866 $30,650 $88,515.

Sales price
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on how much additional 1mprovement work was targeted to the neighborhood. Most of the
buyers also indicated little interest in selling their units, and expected to stay 1n them for a very
long time.

The Baltimore Nehemiah units have extremely low carrying costs and are thus very
affordable to the target buyers. In addition to the sales price writedown, the units carry two
silent mortgages: the $14,000 Nehemiah second mortgage and a forgivable third mortgage from
the city for $6,500. In addition, the city is providing grants of up to $3,800 for scttlement
costs. This leaves buyers with only a token downpayment of $700 and an amortizing first
mortgage of $37,500. The CDA first mortgages carry below-market interest rates of 4, 5 and
7.75 percent, depending on buyer income. The 4 and 5 percent loans go to families with
incomes of less than $24,300. The 4 percent loan carries 2 monthly payment of $254 (based on
principal and interest at $179, taxes at $65, and insurance at $10); this makes the units very
affordable to families with incomes well below the median. Indeed, these costs are also only
slightly above median neighborhood rents of $235. Carrying costs at the highest interest rate
(7.5 percent) are estimated at $352 per month. Affordability is also enhanced by a state-level
real estate tax abatement on the units for 30 years.

SOURCES OF NEHEMIAH UNIT FINANCING

Source . . ‘Amount
CDA first mortgage (BMIR) $37,500
Nehemiah second mortage (deferred) 14,000
Baltimore city third mortgage (forgivable) 6,500
Buyers downpayment 750
Settlement costs financing (city grant) 3,750
Total g $62,500
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B.4 Marketing Issues and Buyer Characteristics

Marketing for the Nehemiah units was handled by a contractor {described below), with
substantial assistance from SWIA, the Penn North Community Association, and BUILD’s
network of churches. One model home was constructed in each of the two neighborhoods. A
marketing brochure was developed, but the sponsors found free publicity and word-of-mouth to
be the most effective marketing tools. Enterprise purchased a few newspaper advertisements
early in the marketing effort but found such advertising unnecessary. Local newspapers and
television carried a number of stories about the project. The Nehemiah site was also visited by
HUD Secretaries Jack Kemp and Henry Cisneros and then-presidential candidate Bill Clinton,
with attendant publicity.

Enterprise refained Ida Wyatt, of Homecoming Realty, to help take applications and
counsel potential homebuyers. She pre-quahfied applicants and performed a short credit check.
Applicants paid $5 for the first screening. If they passed, they paid $50 dollars for a more
detailed city credit review. The city required 30 to 90 days to process an application before it
was forwarded to the state. The state then processed the loan and made a decision within seven
to ten days. A large number of applications were screened out before being passed on to the
city for packaging. Of the applications sent to the city, the success rate was much higher, with
possibly nine out of ten cases—ultimately receiving final approval.

Marketing for the Nehemiah units was extremely successful. The project received more
than 4,000 applications and developed a list of 1,200 pre-qualified buyers. No more applications
were taken after August of 1992. The effort clearly demonstrated a demand for Nehemiah-
financed units well in excess of the 300 included in the project.

The income range served by the program is $9,060 to $34,000, with 2 mean income
of $18,340. The mean family size is 2.28, and the mean age of the household head is 39. Of
the 300 households, 38 percent (114) are single adults or couples. This group (mean age of 43)
is older than the households with children and also more likely to include a male head of
household (30 percent). Families with children comprise 62 percent of the homebuyer
households. The mean age of the head of houschold for this group is 36, and 81 percent of
these households are female-headed. All of the homebuyers are African-Americans. Based on

discussions with Enterpnise and the focus groups, about one third of the homebuyers came
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directly from the neighborhood and a number of others had lived in the neighborhood at an

earlier time or had family ties in the neighborhood.

B.5 Resident and Buyer Perceptions

As part of this study, a series of four focus group sessions were held in September
1993. Three of the groups were conducted with new homebuyers, and one was held with other
residents of the Nehemiah neighborhood. The opinions and concerns of the focus group
participants are summarized below, beginning with the views of neighborhood residents who are

not Nehemiah purchasers.

Residents’ Perceptions

Neighborhood residents agreed that the Nehemiah project has had a positive impact on
the neighborhood, but they were adamant about the need to move beyond Nehemiah and reach
out to the neighborhood as a whole. Residents felf that in order for the Nehemiah project to be
a catalyst for neighborhood change, the sponsors must follow through on promises made to them
regarding the scope of improvements in the broader neighborhood. First and foremost, this
meant rehabilitating existing buildings and enforcing code requirements against absentee
landlords. As one participant put it, "They said this would be a showpiece, but what’s the
showpiece—the Nehemiah or the neighborhood?"

While residents agreed that the Nehemiah houses are well-designed and attractive, they
pointed out that the surrounding areas remain an eyesore. Crime is still high in the neighbor-
hood, and personal safety 18 a major 1ssue. Some residents also expressed disappowntment with
the level of neighborhood employment provided by the Nehemiah project; while there were
short-term jobs on site development, the modular construction techniques eliminated many
construction jobs for residents. Residents indicated that they have not seen new small business
or stores start up as a result of the Nehemiah project, although there was debate as to whether
a new convenience store would be a good or bad addition to the neighborhood. There was a
feeling on the part of some of the residents that the Nehemah project was a separate community
within their neighborhood and that Nehemiah residents were somewhat aloof, This feeling is
partly caused by the perception that many of the homebuyers are new to the neighborhood.

Some of the residents did not think that enough neighborhood residents became homebuyers,
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while others (several of whom were involved in the marketing effort) said that the project
sponsors had bent over backwards to attract neighborhood applicants. One of the residents said
that the homeownership criteria were too high and should be loosened up so more neighborhood
residents could participate. Another (one of the counselors) said that many residents were
simply not interested or had a "renter mentality" and did not want to pay more than one bill each
month,

Overall, the residents were very positive about the program. They viewed the
Nehemiah program as demonstrating the importance of becoming involved in community affairs
and taking advantage of housing opportunity programs when they become available. If more
Nehemiah housing became available, several residents said they would like to purchase houses

and that they would certainly recommend Nehemiah houses to the friends.

Homebuyers’ Perceptions

The homebuyers who participated in the focus groups were uniformly positive about the
Nehemiah program. The Nehemiah owners thought that the houses were a great deal, and in
many cases their only chance to own a home. All of the focus group participants now paid less
toward monthly housing costs as homeowners than they had as renters, Homebuyers heard
about the program by word of mouth, newspapers ads, televiston news programs, church
circulars, and notices from employers. A majority of the homebuyers moved into the
neighborhood from outside the neighborhood, and in some cases from outside of the city limits.
They had previously lived in private rental housing that was not publicly-assisted.

The homebuyers were attracied to the Nehemiah project by the tremendous value that
the Nehemiah houses and financing provided. In order to become owners, many were thus
willing to move from much safer and nicer neighborhoods. As a result, owners of Nehemiah
units new to the Winchester-Sandtown neighborhood tended to feel isolated from the Winchester-
Sandtown community, and in some cases unwelcome. A majornity of the homeowners also said
that they were afraid to venture out due to the severe crime problem.

When asked whether they were satisfied with their units, the overwhelming response
of the homeowners was that they were extremely happy. Tﬁe homebuyers are happy with the
size and quality of the homes, and most mentioned having a fenced-in yard as a plus. The

homebuyers were also very pleased with the level of services received and the interest taken by
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the Enterprise Foundation and city government. For example, when a homeowner had a
situation requinng maintenance, the problem was fixed immediately; if a problem arose
concerning city services, it was quickly remedied. All of the homebuyers agreed that the
financing process was conducted smoothly and that the counseling and loan application assistance
was very helpful.

However, the majority of homebuyers indicated that they were nof satisfied with the
appearance of the surrounding area and that they feared for their safety due to violent crimes,
theft, and ongoing drug activities throughout the neighborhood. Even though the majority of
homebuyers felt oppressed by these surroundings, they seemed confident that eventually
Winchester-Sandtown will improve. Repeatedly, homeowners stated that HUD needed to
provide more funding so that Baltimore City and the Enterprise Foundation could proceed with
expansion of the Nehemiah program, provide more and better services, and attract a variety of
businesses into the community.

When asked if they could expect the value of their properties to increase over time,
participants stated that they hoped they would, but it depended on the status of improvements
planned for the Winchester-Sandtown neighborhood. Issues regarding crime, theft, and drugs
resurfaced throughout the focus group sessions, indicating that these are paramount issues for
the new purchasers. In spite of this, several participants said that they did not anticipate
difficulty paying off the second mortgage, if and when they decided to sell the properties.
Others insisted that they were not concerned with the issue, because they intended to remain in
their properties for the rest of their lives.

When asked what improvements, if any, should be made to the program, most
homebuyers responded that HUD, Baltimore city, and the Enterprise Foundation needed to keep
the promises they had made to improve the neighborhoods by rehabihitating houses, eliminating
crime, aftracting new business ventures, and providing better community services. In cases
where old townhouses are renovated, homeowners suggested that an entire block should be
rehabilitated, instead of one or two houses on a block. This would not only improve an entire
block but would also increase the value of the homes in the surrounding neighborhood. It would
also eliminate abandoned buildings and the opportunity they present to drug users and criminals,

to occupy them for illegal purposes.
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Homebuyers also saw the need to become nvolved in communify organizations, and
clearly felt they had a responsibility to participate in activities that would improve the
neighborhood, along with other actors such as HUD, the city, and Enterprise. When asked who
is responsible for the future of the area, HUD, the city, Enterprise, and the homeowners were
all mentioned. As one homebuyer joked, "Like they say, it’s a joint venture." All of the
homebuyers who participated in the focus group sessions belonged to the homebuyers’
association, but some were more active than others. The homebuyers’ association is making an
effort to link up with the other neighborhiood organizations as part of a broader coalition.

Overall, the homebuyers stated that they would ke to see the program grow and that
they eagerly recommend it to everyone they meet who is interested in homeownership. They
were optimistic that the city would continue to focus resources on the neighborhood, and that
the neighborhood would continue to improve over the next five to ten years. They thought that

the value of their houses would go up as the neighborhood improved.

B.6 Assessment and Recommendations

Program Impact and Prospects

The goals of the HUD Nehemiah Grants program are to provide affordabie homeowner-
ship opportunities for low- and moderate-income persons in depressed areas, to stimulate
neighborhood revitalization, and to provide employment opportunities for neighborhood
residents. In terms of housing production, the Baltimore Nehemiah project has met its objective.
The project produced 300 units in one of the most depressed areas of Baltimore. Although the
project took longer to complete than anticipated, as of this writing it is the only site—out of the
15 that recerved grants in 1989—to be completed. The units are clearly affordable to lower-
income buyers. This affordability is the result of roughly $26,000 per unit 1n development
subsidies (which enabled the units to be sold for only $62,500), as well as an additional $25,000
in grants and silent mortgages provided towards purchase.

The vast majority of the Baltimore units were modular new construction, delivered o

the site with most systems already built in. As a result of this approach, the project created
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fewer jobs than some neighborhood residents would have liked.3 Even so, Enterprise exceeded
its application goal of hiring 15 neighborhood residents. Overall, the project hired at least 25
residents and also exceeded its minority subcontracting goal of placing 37 percent of total
construction funds with minority subcontractors.

With respect to the program’s neighborhood revitalization goals, several factors come
into play. First, despite the relatively large scale of the Nehemiah project (the largest of the
1989 grantees), the 300 units represent only a drop in the bucket compared to the widespread
deterioration and abandonment in the Sandtown neighborhood. The visual impact is limited to
the immediate Nehemiah area. The units appear to have only a fragile foothold in the
neighborhood; absent other neighborhood revitalization efforts, their impact would be doubtful. -
In their most pessimistic moments, the new owners can imagine themselves driven out by crime
and continued decay. In their more optimistic moments, they look for the restoration of
Sandtown to its former days as a center of African-American professional life in the city. Itis
apparent that many of the owners feel that they were promised the latter.

As described previously, Sandtown is in fact the focus of an intensive and comprehen-
sive revitalization planning effort spearheaded by the Enterprise Foundation and the city.
Although firm commitments are not completing in place, plans are being made now for the
renovation of some 670 vacant properties on an expedited schedule. New initiatives in other
areas—such as health, employment, and education—are also anticipated.

In terms of immediate impact, there are reports of some improvement in the area of
crime. Mayor Schmoke has stated that, for the first three months of 1993, crime in Sandtown-
Winchester dropped by 14 percent; several neighborhood representatives also cited reports of
lower burglary and robbery rates.* While such changes cannot be attributed to any one factor,
Major Gregory of the Western Police Station (which is located in Sandtown) acknowledged an
increase in community involvement in the area. This activity started with the Nehemiah units

(which initially generated a lot of calls), but has spread now that a broader range of community

3. The berefit, however, was saved construction mterest and lower vandalism costs, since the units could be
secured immediately on delivery.

4. See "It’s Time to Get Real About Guns and Drugs," by Kurt Schmoke, Washington Post Outiook, October

3, 1993, Detailed information has been requested from the Western Station (which serves Sandtown and
several other neighborhoods.)
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planning activities 18 underway. According to Gregory, community involvement may have a
direct impact on some problems (lottering or truancy, for example, if residents approach parents
about their children); on a larger level, it may deter senous crime if criminals find it easier to
operate someplace else. Since the construction of the Nehemiah units, two officers have been
assigned to community patrol, but homebuyer reactions to the patrol are mixed. Several
homeowners did note, however, that the police seem to be adapting (if slowly) to the new
demands of the residents. Overwhelmingly, physical safety remains the major issue for the new

buyers, some of whom described themselves as prisoners in their units.

Sponsor Concerns and Recommendations

Despite the success of Enterprise in completing the project with HUD Nehemiah grants,
the sponsor has several recommendations for future efforts of this type. First, the sponsor
believes that it has been caught between the conflicting program objectives and rules of
Nehemiah and CDBG. In such cases, Enterprise would like to see the Nehemiah rules take
precedence in the event of a conflict. Enterprise would also like to see the presale requirement
dropped or reduced. Although this requirement did not pose a problem for Baltimore,
Enterprise staff beheve that it is very difficult for most nonprofits to meet because of their lack
of sophistication. In addition, Enterprise would like to see the environmental review
requirements waived and the procedure for drawing down Nehemiah funds changed.
Environmental reviews were thought to be too time-consuming and not particularly useful.
Drawing down funds after settlement added 30 days to the process for each sale.

Enterprise staff also proposed several statutory changes to the program:

* Make the Nehemiah loan forgivable after a number of years, since appreciation in

many Nehemiah neighborhoods cannot be expected to be high enough to provide
full repayment.

¢ Eliminate the OMB Circular A-110 requirements for competitive bidding for
contractors. Enterprise says that this delayed the project for at least six months.

*  Reduce the Nehemiah 10 percent downpayment requirement, to make the program
more affordable for lower-income homebuyers. (Downpayments have not been a
problem in Baltimore, because the state downpayment requirements took
precedence and are less rigorous.)
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City staff had few specific recommendations for change. However, in considering
future projects of this type, one city representative suggested that the sales price be set at the
market value of the unit (about $40,000 1n this case), with a promissory note to prevent windfall
profits in the event of early sale. This approach would reduce seftlement expenses and taxes
(which are now based on the full $62,500 sales price) and also help give buyers the perception

of appreciation.

B.7 Conclusion

The Baltimore Nehemiah project is the first of the 15 projects that received grants in
1989 to be finished. This successful outcome is largely attributable to the experience of the
developer (Enterprise), who kept the project on track and within budget, and to the fremendous
financial and administrative commitment of Baltilmore’s city govermment. As described above,
the city provided over $24 million 1n loans and grants to finance the construction of the umts;
the city also provided closing cost grants and forgivable third mortgages to make the units
affordable to low-income purchasers. In addition, city offices made the project a priority in
terms of approvals and processing, with the city team holding bi-weekly meetings (both in-house
and with the developer) to ensure that problems were resolved and that the project could
proceed. Underlying these factors was the political and financial clout of BUILD, which
initiated the Nehemiah concept for Baltimore, made it a political reality, and also provided $2.2
in seed money to get the project going. These start-up funds (along with two $175,000 pre-
development loans from the city and Enterprise) provided the initial working capital needed to
get the project off the ground.

Another important factor in the Baltimore project was the success of the marketing
effort, which readily drew a surplus of prospective homebuyers, despite the economic turndown
that appears to have slowed sales in many other Nehemiah sites. The combined eiforts of two
neighborhood groups, BUILD’s network of churches, and a private realty company generated
a waiting list of over 1,200 pre-quahfied buyers. The generous subsidies provided under the
program (resulting in mortgage payments below the previous rents paid by most buyers) induced
purchasers to move in spite of serious problems of neighborhood deterioration and crime. The
new homebuyers are clearly anxious to see neighborhood conditions improve and should be a

positive force in new efforts to expand revitalization activity in the Nehemiah neighborhood.
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